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Official Exchange Rate as of 1/31/72 


U.S. $1.00 = $25.00 


A B C p/ g/ 
ITE 1969 1970 Cumula- % Rate of 
tive Change Growth 
I INCOME AND PRODUCTION 3 
1 GNP at current Prices (Mil.S,) 29,858 34, 311 38, 1889 +11.3 +11.3 
2 GNP at Constant 1965 Prices (S) 25,133 27,102 28, 728% + 6.0 + 6.0 
3 Per Capita GNP, Current Prices(S)) 4,999 5,555 5,98 * Wet... & Tet 
4 Gross Fixed Investment as % GNP 13.8 15.4 N.A. - ~ 
5 Production of Major Items 3 
5.a Bananas = lOOOMT 2,500 2,700 2, 5004 - 7.4 =— 7.4 
5.b Coffee — LOOOMT 39 78 723, - 7.8 =— 7.8 
5.c Cacao = LOOOMT 53 55 6 3 +18.2 +18.2 
5.d Sugar — 1LOOOMT 230 250 2759, +10.0 + 10.0 
5.e Crude Petroleum - mil gal. 66 61 30, - 50.8 - 50.8 
5.f Petro. Derivatives - mil gal. 325 366 196 - 46.4 = 46.4 
5.g Elec. Power Gen. — mil KWH 850 949 N.A. - - 
II MONEY AND PRICES 
1 Money Supply (Mil. Si - Dec. avg.) 3,927 5,117 5,655 +10.5 +10.5 
2 Public Debt Outstanding (Mil S; - 
end Dec.) 11,643 N.A. N.A. - - 
2.a External Debt (end Dec.) 212.2 240.1 N.A. - - 
2.b External Debt Service Ratio 13.8 12.2 
3 Max, Interest Rate (Comm. Banks) 10 12 12 - - 
4 Consumer Price Indices (Year Avg.) 
4.a Quito (1965 = 100) 119.9 126.0 136.6 8.4 8.4 
4.b Guayaquil (1967 = 100) 106.9 112.9 124.0 9.8 9.8 
5 Wholesale Price Index (1954=100) 125.7 N.A. N.A. ~ ~ 
III BALANCE OF PAYMENTS AND TRADE 
1 Gold & Foreign Ex. Res.,Gross (12/31)71,.2 91.5 71.1 = 22.9 = 22.9 
2 Int'l, Reserves, Net (end Dec.) 51.3 55.2 24.8, - 55.1 = 55.1 
3 Balance of Payments, Basic e - 80.4 - 7.8 = 35. —-348.2 -348.2 
4 Export Licenses Granted, FO 151.9 201.5 i700 + ToT + 767 
4,.a U.S. Share, FOB (March) 5 62.0 88.8 21.3 +36.0 + 34.1 
5 Import Licenses Granted, crrs/ 261.9 247.6 33.8 +22.7 + 22.7 
5.a U.S. Share, CIF (April) 84.9 84.7 30.4 +112 + 6,1 


1/ C/same cumulative portion of B 
2/ Average growth rate for period indicated measured on anual basis of current year to date. 
3/ Estimate 


4/ Export licenses granted do not necessarily represent total exports as some exports 
do not require licenses and some licenses are not liquidated. 


5/ Import licenses granted do not necessarily represent total imports as some imports do 
not require licenses and some licenses are not liquidated. 
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Summary 


Fiscal and balance of payments difficulties built up for 
Ecuador throughout 1971, and severe foreign exchange 
problems may occur during the first half of 1972. 
Notwithstanding the present serious foreign exchange 
situation, there is considerable business confidence that 
the prospects for Ecuador are improving, a sentiment 
stemming from the knowledge that oil exports will commence 
in mid-1972. It is probable that oil will be exported at 
an annual rate of approximately $200 million (thus, $100 
million in 1972); in addition, revenues accruing to the 
Government could reach $30 - $40 million in 1972. 


Political factors, which have at times had an unsettling 
effect on the business climate, will take on increased 
importance, since President José Maria Velasco's elected 
term of office expires on August 31, 1972 and elections 
are scheduled for June, 1972. 


The general implications for the United States of current 
economic trends in Ecuador are: 


(1) The growth of import demand, coupled with the 
U.S. devaluation vis-a-vis Europe and Japan, should 
result in increased U.S. exports to Ecuador. 


(2) The impact of oil revenues will augment investment 
opportunities assuming, of course, that Government 
policies are such that they will encourage foreign invest- 
ment. 


A. Current Economic Situation and Trends 


The present economic situation is characterized by Lge 
high level of general business activity (line I.2) and 

the immediate threat of severe foreign exchange difficulties 
(line III.2). The high level of business activity is a 
result of both substantial investment in petroleum develp- 
ment and significantly increased Government spending. 

The significant increase in Government spending is itself 
related to the Government's efforts to remedy the under- 
lying weakness of the economy (low per capita income and 
severely unequal distribution of income) and to the 
Government's anticipation of a sharp increase in revenues 
resulting from the commencement of oil production in the 
near future. 


However, Government spending has outrun revenue collections 
and forced the Government to turn to the Central Bank to 
finance its deficit. The attendant expansion of Central 
Bank credit has fueled the rapid growth of import demand, 
thereby causing the increase in imports to exceed the 
healthy growth of exports (lines III.4 and III.5). As 

a result, Ecuador's net foreign exchange reserves declined 
from $58.7 million on January 1, 1971 to $24.8 million 

on December 31, 1971, the latter being a critically low 
level. 


The Government has already taken several steps to combat 
this serious balance-of-payments problem. On November 22, 
1971 a free exchange market, operating parallel to the 
official exchange market, was reinstituted. At the same 
time prior import deposit requirements were greatly 
increased. Again on January 19, 1972 prior import 
deposits were further increased. Although these moves 
have been helpful in the short-run they do not address 
the basic problem, nor are they likely to be sufficient 
to remedy the foreign exchange difficulties facing the 
Government in the first three to six months of 1972. 


The Government itself apparently recognizes this, and is 
therefore actively seeking a substantial foreign, 
private loan to bridge the period between the presently 


1/ All such references are to respective lines in the 
Economic Indicators Table. 








impending severe foreign exchange stringency and initia- 
tion, only a few months off, of petroleum revenues. 

If the Government is successful in obtaining one or more 
foreign loans in the near future -- and the probabilities 
are good that it will do so -- there will probably be no 
need to make further drastic changes in the foreign trade/ 
exchange sector. If on the other hand the Government 

does not obtain such a loan, it is virtually certain that 
further measures designed to impede the flow of imports 
will have to be taken. Given the presently high level 

of liquidity (excess money supply) in the economy, such 
action would be akin to the closing down of a safety valve 
and would increase internal inflationary pressures during 
a period of only modest price increases. (The official 
consumer price index, which seeks to measure the price of 
the lower middle income market-basket, rose by six percent 
from December 1970 through December 1971 -- line II.4). 


The development of the oil industry continues to be of 
paramount interest. The Texaco-Gulf investment of 

$250 - $300 million is nearly completely in place and 
production will commence in the second quarter of 1972. 
It is anticipated that production will shortly reach 
250,000 barrels per day and that oil exports in 1972 will 
be approximately $100 million (total Ecuadorean exports 
in 1971, according to license figures, were approximately 
$220 million). Revenues accruing to the Government in 
1972 from oil exports could reach $30 - $40 million. 


Apart from T-G's investment, other oil companies are 
increasing their investments and extensive drilling opera- 
tions are scheduled for 1972. This drilling should serve 
to better define the magnitude of oil reserves in the 
eastern jungles of Ecuador. 


Early 1971 signaled an upsurge of economic nationalism, 
occasioned by the Andean Investment Code, vis-a-vis 
foreign investment in Ecuador. By mid-1971, however, 
this tide had been turned and cooler, more objective 
appraisals were being made of the utility of foreign 
investment. Though the Andean Pact foreign investment 
code was duly ratified by Ecuador, events surrounding 

the ratification made it evident that there was lack 

of enthusiasm for many of its provisions. ,The Government 


has made extensive use of the code'’s escape clause, but 
has not yet published the necessary implementing regula- 
tions. Thus, new foreign investment in Ecuador (excluding 
the oil industry) has been extremely limited, pending 
issuance of such regulations. 


The problem of presidential succession is the overriding 
political question of 1972 and can be expected to have a 
temporary unsettling effect on business conditions. 
However, radical economic nationalism has probably made 
less headway to date in Ecuador than in a number of other 
Latin American countries, and this is reflected in the 
free enterprise base of her economic system and relative 
absence of direct government intervention in economic 
affairs. All eyes are fixed on the promise of petroleum 
as a redemption for the mass of Ecuadoreans from their 
impoverished status and all political contenders publicly 
recognize the obligation to work toward this goal. 


Whatever Government holds power in the latter part of 1972, 
it seems less than likely it would resort immediately to 
drastic shifts in the present free-enterprise orientation 
of the economy or rules of the game. Failure of orthodox 
measures however might lead to more radical attempts to 
solve Ecuador's problems of development. Moreover 
inability to channel oil revenues effectively toward the 
material improvement of the low-income mass would, with 
the passage of time, certainly encourage a popular rejec- 
tion of traditional economic policies and a movement 
toward radical-nationalistic solutions. 


B. Implications for the United States 


The United States, whose trade position in Ecuador had 
been slowly eroded during the past ten years, managed to 
halt the decline in its share of the market in 1970 

(line III.5.a). With the devaluation of the dollar, the 
increasingly favorable competitive position of many 
European and Japanese suppliers has been considerably 
diminished and in many cases reversed. The traditional 
advantages of American suppliers, e.g. proximity to 
market, Ecuadorean familiarity with U.S. products, coupled 
with competitive prices should serve greatly to stimulate 


U.S. exports to Ecuador. 











An important factor that should be considered is the 
Government's enhanced position as an import consumer 
resulting from added tax income from oil exports. 
Regardless of the outcome of presidential succession, the 
Government concern for development will continue and thus 
there will probably be increased Government expenditures 
for housing, education, rural electrification, improved 
public transportation (including highway construction). 
In addition, there is an awareness that the traditional 
agricultural sector might suffer neglect with the prospect 
of oil revenues; should the Government act to foster the 
modernization of the agricultural sector, this would 
require increased imports of agricultural machinery, 
fertilizers, etc. Similarly, Ecuadorean desires to 
develop a national fishing industry should lead to ex- 
panded markets in this field. Over and above the impact 
of specific Government programs, higher overall spending 
in the economy as a result of petroleum exports should 
enhance Ecuador's attractiveness as an export market. 


Despite the relatively favorable Ecuadorean attitudes 
toward the utility and value of foreign investment, it 
is apparent that these attitudes have not yet crystal- 
lized into an explicit policy. Though investment 
opportunities will continue to grow with the development 
of the oil industry, until such time as the government's 
policy is defined, many investors will delay whatever 
investment plans they may have for Ecuador. However, 
should the government adopt a positive policy towards 
foreign investors, those seeking investment opportunities 
would be well advised to investigate the desirability of 
investing in Ecuador. 


* US. GOVERNMENT PRINTING OFFICE: 1972—481-589/83 


